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Federal Proposals to Tax Marijuana: An Economic Analysis

The combinationgenersalatputlploild coypiamidon favoring t
has led some in Congress to advocate for legaliz
level. The Marijuanh. Rl.agx5vwolqud idt yi mpcots eo fa 260k 1d3e r(a 1l ¢
50% on the producer and importer price of mariju
Marijuana PolH.cRy. )Alc@3 Sopfo s2e)sl 3e s(t abl i shing a Natio
Federal Marijuana Policy that would review the p
among other things.

This report focuses solely on 1issaxwes Fsumrsntqgqunding
provides a brief overview of marijuana productio
taxes and, in some <cases, estimates the 1evel of
possible marijuanta alasxo ddissicgmsss.e sT hwa mieqpwsr t ax ad
enforcement 1issues, such as labeling and trackin
Economic theory suggests the ef i eixamtr nladvelosdaf t
society. Studies conduct eCda niand at hseu glkneistte dt hKaitn gt dhoen
individual marijuana consumption to society are
individual alcohol user, and total social costs
number of marij uasnead usne rasn ienc osnoocmiect ye.s tHamat e of .
extermnal costs for alcohol, the result 1S an ext
marijuana. These calculations 1imply that an uppe
coubtd$®v.30 per marijuana cigarette (containing a
or $16.80 per ounce. An increased number of wuser
not mnecessarily costs per unit

Some could al s os vai emwe aenxsc itsoe ctuarxteasi la demand, part
marijuana can be expected to -§300p peomoumceechod p
closer to the c865348 pérpoodoetiofi bto8dly legaliz
marijilmamasatimated to be relatively price inelast:H
insensitive to price changes. Although previous
consumers willing to engage itmxilrlagagal waoatlidv ihtaive
minor effect on reducing demand. With this said,
enforcement, could be an effective tool to 11 mit
empirical studies indicadtve thatpryidcwt t hdamamd i s
Excise taxes on marijuana could also be levied p
the cas with tobacco and alcohol As an i1illustr
federal tauxncof i%50kspeirmast ed to raise about $6. 8 |
behavioral effects associated with price decreas
The choices in administrative design could affec
evasioanr rtaleesttax base of a federal marijuana eXGc
choices include whether to exempt medicinal uses
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Introduction

The cultivation, distribution, and possession of

to engagederally ng¢ger ot kCGlo nfterdoelnlackdh Swubst ances Ac
(CSA; -PIBetSltafles Distrioctamdh &wd mpmbsisaed 1 egisla
initiatives legalizing qualified sale, possessio
marijuaWwastanads and the District of Columbia ha-
marijimnaddition, in November 2012, Colorado and
legalize, r1regulate, and tane dd md hlclaeldileen ( $ oof mar
recre)lthyniaddad wd dd&ladnenre 2 ¢ i arle csraelaeast popnfa A na became

legal in the state of Coltolrea dfoi thsetgijnwr insgd iomt iJam u
do s o Wa shomme oami al mar i j uya n7a, n2alrlkde.t Oonp eNnoevde nobne r
2014, Alaska and Oregon became the third and fou
legalize, regulate, and t aTkh anta rsiajmea ndaa yf,o rt hree cDriesa
Columbia approved fzur tthheer cmmel at siuvraetsi otno, Ipeogsasleis s i o1
not the commercial sales) of marijuana.

In addition to state and local movements to decr
of marijuana, there has betawargdgemerajuahafpolnc
According to polls conducted by Rassmussen, the
Americans favor “legalizing marijuana.

The combination of state policies and gener al s e
meits of marijuana legalizationTanhgthss feldeths 1
been introduced that would remove marijuana fron
Controlled Substances Actthadprmgostienfeddr ampoe

For a list of jurisdictions that have legaliz&dtemedical ma
Medical Marijuana Laws, http://www.ncsl.orgfesearcHiealthstatemedicatmarijuanalaws.aspxFor a list of

jurisdictions that have decriminalized marijuana possession for personal consumption, see National Organization for

the Reform of Marijuana LRewsr i(nNORMMuIgrenldrGiboatmerijpandkeim/a t Ha v e
statesthathavedecriminalized

2 For a summary of the marijuamelated ballot initiatives approvedonNoviera r 4, 2014, s State,Paul Ar me 1
Local Marijuana Legalization Measures Win Big On ElectionDdy No v e mb e http:/8blogn@rr@l.brg2014/a t
11/05/statelocalmarijuanalegalizationmeasuresvin-big-on-electionday!/.

3 Under the District of Columbia Home Rule Act of 19P8L( 93198), DC officials must transmit the legalization bill

to Congress. Then, Congress has 60 legislative days to rev
days to review other legislative measures. SeeCbuna f t he District of Columbia, “How a
http://dccouncil.ugagediow-a-bill-becomesa-law.

“See “56% Favor Legal i Rasmgssen Repgrtday 27{2012,@at Mar i juana, ”
http://www.rasmussenreports.cqrublic_contentifestyle/general_lifestylehay 2012/
56_favor_egalizing_regulating_marijuapnRew Research Center for the People and the Regsiity Now Supports
Legalizing Marijuana April 4, 2013, atttp://www.peple-press.org?01304/04/majority-nowsupportsegalizing
marijuanaf and Art Swift,For First Time, Americans Favor Legalizing Marijugr@allup, October 22, 2013, at
http://www.gallup.conmpoll/165539irst-time-americandavor-legalizingmarijuana.aspxAccording to the polls,
disagreements exist along ideological lines though, with a majority of Democrats and Independents in favor of
legalizaton but a majority of Republicans are against legalization. A majority of poll respondents, regardless of
ideology, agree that government efforts to enforce marijuana laws cost more than they are worth. See Pew Research
CenterPartisans Disagree on Legahtion of Marijuana, but Agree on Law Enforcement Poljofgsil 30, 2013, at
http://www.pewresearch.omgily-numberpartisansdisagreeon-legalizationrof-marijuanabutagreeon-law-
enforcemenpolicies/ For analysis on select public opinion polls on marijuana, see E.J. Dionne, Jr. and William
Galston,The New Politics of Majiana Legalization: The Brookings Institution, May 2013, at
http://www.brookings.eduésearchhteractives2013fpolitics-of-marijuanalegalization
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mari PAmmtaher bill proposes the establishment of
Marijuana Policy that would review the potential
ot her ®Qvheirnaglsl., terenidregd amhaer icjomana legalization is
issues ranging from criminal jusdaicengopoudhircah
marijuana tax could become a contributing factor
This report focuses solely on one aspect of the
legalization: imposing ahfFierxscti,s ei tt apxr oovni dleesg aal ibzre
marijuana production. Seconde,s iatn dp,r eisne nstosmep ocsassieb
estimates the level of tax suggested by that rat
anal%zed.

A Brief Overview of Marijuana

Mar i
me d i
t he
ide I9¢ & t
“hi’gthhat wusers experience when consuming

juan
cine pr
drie

r

a 1s a pCaenpnaarbaitsi osmadaifivatl Hey amlsamta,h sdaugeon

imarily for its °Pheog cthamimjricafrear snd ophys
d leaves and flowers of the cannabis pla
ahyddodddHCadbi Idd€ primary cannabinoid 1 es
the drug

“cannabcihneomidc al compounds in marijuana that contr

5 These bills are, respectively, the Ending Federal Marijuana Prohibition Act of AR 3499 and the Marijuana Tax

Equity Act of 2013 [.R. 50)). Specifically,H.R. 501would impose a 50% tax on the price sold.
6 See the National Commission on Federal Marijuana Policy Act of 208 (635.
7 The current federal tax treatment of marijuana (as a Schedule | drug) is detAipgkirdix B.

ot her c

palmdn t h
ar e cC 0 af
of THC o

effects of rmasr iojfuasna e(nignt ht,e ons et , duration, et c.
strains of marijuana for the contents of

effect. For example, marijuana straowmsdbaigh 1n ¢
relief ffom anxiety.

Depending on its preparation, the potency, or r1e
derived from marijuana can vary. The stalks and
psychoactive cont enftl,owehresr e(absu dtshye olfe at vhees
concentrations idkfe THG.c hTohme sh aointr t he buds

that contains the highest concentration

or femadlee pdlfadftesn are grown in controlled enviro

8 This report also assumes some familiarity with the general principles and analysis of excise taxes. For an introduction

to excise tax issueseeCRS Report R4318%ederal Excise Taxes: An Introduction and General AnalysysSean

Lowry. Also, it does not consider legal or regulatory issues, except as they relate to excise tax issues. For further

information on these issues, seBS Report R43034&tate Legalization dRecreational Marijuana: Selected Legal
Issuesby Todd Garvey and Brian T. YeBRS Report R43438/arijuana: Medical and Reta#-Selected Legal
Issuesby Todd Garvey and CharlesDoyle and Rosalie Liccardo Pacula e

for Marijuana: Les s on sAmericandournal of Ruhlio Healt\pridl7,20ld a ¢ c o, ”

al ., “De

9 The two major strains of cannabis are indica and sativa; some plantdeds hindustrial hemp is a different variety

of Cannabis sativa and is the same plant species of marijdawaver, hemp is genetically different and is
distinguished by its use and chemical makgug., containing a THC concentration level of less ttfa) as well as

by differentcultivation practices in its productioRor more information on industrial hemp, €8RS Report RL32725,

Hemp as an Agricultural Commodityy Renée Johns.

VPFor lists of common cannabinoids and thhp/sclabscdndainine d e f fect

learncannabinoids.html CannLabs , “ ttp: e banntals icattide- sciencezannabinoids/or Steep
Hi 1 1 GQaankhinpid &d Terpenoid Reference Guitlehttp:#steephilllab.comésourceslannabinoieand
terpenoidreferenceguide/
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male plants, then the female plants are capable
process 1issiumscagdfiplalnags b wf or wit hout, swheidec)h variet i
typicall y-188n THCncbth¥%ent (about three times the
commegcadk marijuana deri'vVed from pollinated pl a

Marijuana consumption methods vary. Marijuana 1 s

pl ant Affjaot’iinstr made by rolling mar i jbulathim¢ imma dcei gar et

by hollowing some or all of the tobacco from a ¢

smoking habits vary by user, ao ft yma rciajlu g mai,nta cd n

“hfar drag on the joint weemntiaitrhs oafp p'f qgxiamma toefl ymaat

Numerous othe devices for consuming marijuana e
t

r r
(which heat he chemirceaatsi ngn tmme isjmamkiea ,i rbruitt amvtosi
u

stion).

Cannabis can also be processed into a number of
concentration levels and typical meadhhsdsmaadft cons
by preesisdimh@gmes t o gsehtahpeerd ipnrtood vac tb rwictkh fore t han
THC is also capable of being dissolved in fats,
“edi Bdweosh as candy* or baked goods.

Why a Federal Excise Tax on M

Economic analysis as a general rule suggests tha

general taxes (such as income or broad based sal
commodities. This section dmpsocsu snsge sa ns eewxecri asle pt msxs
marijuana: (1) reflect extermnal, or spillover, c
yout h; (3) prevent too rapid a fall in price,; (4

Taxes to Reflect External Costs

Economic efficiency occurs when the price of a c
consumption of marijuana 1imposes costs on others
economic efficiency could be acihoine veeods tb.y Tihmpsos i n
rationale has often been used for ®¥imilar c¢ommod

11 Jonathan Caulkinet al.,Marijuana Legalization: What Everyone Needs to Kif®xford: Oxford UP, 2012)p. 8.

2 bid., p. 22.

13 bid., p. 8.

14 For definitions of terms relating to marijuana, see Leafly Glossary of Cannabis Tehttg;/atww.leafly.com/
knowledgecentertannabislO1flossaryof-camabisterms and “ Ma+Tihjeu alhlat ilmfalt ¢ Weed Gl ossar

http://www.marijuana.comews201205/marijuanalOl-the-ultimateweedglossary/

15The exernal cost cannot account for these taxes, how&ebacco taxes appear to be imposed at rates well above

their external costs to society, ahasalcohol taxes are imposed well below their external céétsr increasingan

estimate from a 1994 study inflation, the external cost per pack of cigarettes is estimated to be around $0.42. See
CRS Report 9214, Cigarette Taxes to Fund Health Care Reform: An Economic Anabsitane G. Graveland

Dennis ZimmermanAfter the latest increase in federal cigarette taxes to $1.01 a pack in 2009, the total taxes were
estimated at $2.32 (including state and local taxes and the tobacco settlement, which functions as an excise tax). See
CRS Report B22681,The Cigarette Tax Increase to Finance SCHi? Jane G. Gravell@he external cost of

alcohol is estimated at 97 cents per ounce, compared with combined federal andestaiE26é>cents per ounce. See

CRS Report R4335@Icohol Excise Taxes: Current Law and Economic AnalyssisSean Lowry.
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.e costs of cannabis use

In considering this jus
should be separate

the value of the 1o

individual Society bea
treatnamgs idthat fall on
from the early death in
Security) in the future.
substances, these exter
Manning et al used thi
these estimatees, ftdrosper ir
be used to estimate the
case of tobacco, t hese
Al though no U. S. study
the likely magnitude of
studies that compare th
A British study ranked
72, whereas cannabis 1 a
ranked 47 and cannabis
ratio of health dsts sp
are 1l owe than for alco
traffic aadidentendbun
Evidence also suggests
Canadian study found 1a

tification and the 1evel

frematmlpd ecodtfs at baabsdsamclre anms
sts yewmr sc osft d iifre tamela ttthreg iinldli

rs the loss of tax revenu
private or social health
the amount of smaller he
T hte slee afsutt uirne sctousdtise ss hoofu
nal costs®Aarld9tly pitwallyl b yn
s method to YAsjumatiagthe
cces ucdhtasng mply a cost of §:
cost for MHAsiwmamathd
extermnal costs are typ

-0

c a

of marijuana of this n
a tax mnecessary to cor

o

tu
re
t

di ffePOwar arh,gsabgyohal mr @
nked 20, or 28% of alcoho
ranlkdddy, founld9 %nofe velnc s h
@t sws dhrela ddtbho uctlo st 2s% .o ma o
hol. For example, part of
find that marijvYana 1impali
that smoking *ahrei j uana i s
rger enf or cacbmeyn td uceo sttos f o

16 For example, one study of alcohol places the total costsSfdlcohol consumption (additional health costs, loss of
productivity, and other costs such as criminal justice) at $223 billion annually. The study identifies 58.5% of those
costs as falling on others, which indicates that these costs are $130 BiltorE. Boutery et al.“Economic Costs

of Excessive Alcohol Consumption in the U.S., 200merican Journal of Preventive Medicjn@l. 41, no. 5,
November 2011, pp. 51624, athttp://www.apmonline.orgarticle/S0749379711)005381/pdf. As noted in the text,

estimates adjusting for lifetime costs are $30 billion.

17Willard G. Manning et al.The Costs of Poor Health Habif€ambridge, MA: Harvard University Press, 1991

18 These calculations areed on data on external cost per ounce compdtiedax collection per ounce and tax
revenues. SeERS Report R4335@Icohol Excise Taxes: Current Law and Bomic Analysisby Sean Lowry

19 David J Nutt, Leslie A King, andLawrence D Phillips n Behalf of the Independent Scientific Committee on
Drugs ,Dru¢f harms in the UK: Multicriteria DecisionAnalysis Lancet November 2010, vol. 376, pp. 153865.

%Gerald Thomas, and Christop

her G. Davis, “Cannabis, Tobac

Har m and Co sReprinteddronSGarnabi isspe ofVisions Journgl2009, 5 (4), p. 11at
http://www.heretohelp.bc.cédsionstannabisvol5/cannabigobacceandalcohotusein-canadeand Comparing the
Perceived Seriousness and Actual Costs of Substance Abuse in CanadisarC8entre on Substance Abuse, March
2007, athttp://ccsa.c&Resource%20Librargtsa0113502007.pdf#searcirehm

2 Mark D. Anderson, Benjamin Hansen, and Daniel IR e e s ,

“Medical Marijuana Laws, Tr af

Co n s u mplouinal af La and Economicgol.56, no. 2 (2013), pp. 33869.This study reports that medical

marijuana legalization was associated with decreased traffic fatalities. The study also noted that cannabis impairs
functions such as reaction times in laboratory studies, but does matrappmpair driving in actual studies (which are
summarized) because drivers engage in compensatory behavior. Under the influence of alcohol, drivers take more risks.

22 A new study is not available, but a news article describes it. See Christophardngta “ St udy: Couples Who
Marijuana are Less Likely to Engage in Domestic Violgh@éashington PostAugust 26, 2014. An abstract of the

study, to be published in the Psychology of Addictive Behavior,
25134048

can be foittp:Awww.ncbi.nim.nih.goygubmed/
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marijsuana icit status. (For additional discussi ol
marijudppensddx A

In additmdncations that the externalities of mar
prevalence of marijuana wuse 1is smaller. Accordin
( NSDUH) , alcohol wuwusage 1in 2013%fiom the populpne¢anon
52.2% in the past month, whereas ma&Thjusana usage
marijuana usage 1is 19% (based on use in the past
as common as alcohol utshaagte .t hTeh eesxet enrunmable rcso sstusg goefs
from $0.5 bilffion to $1.7 billion.
translate this amount into a tax per ounce T ¢€
ice. A 2014 report issued by thd White yHd ONDCO
ovides estimates of the unit price, total expe
the UARThedcStatbtations extrapolate from two s

ar espeolrft ed survey; ofdndr 0§28) us sorfhifeebnisdea taar rfersotne edsr

NN T — g — = =TT
co= D = wupgn o

mited number of areas designated as XHrrestee L
e report finds that from 2002 to 2010, the amo
k e lays eidn cbrye ¥Plbbar t ONDC®P report also provides est.i
Il 11ion, and $60 billion (given various assumpt:
PAdditionally, the report indiedatteomtRONODOTHG 1
0 .

23 National Institute of Health, Nminal Institute of Drug Abuse, attp://www.drugabuse.govationatsuney-drug
usehealth This usage reflects the current illicit market.

24 The smaller number is the smallest relative harm (12%) multiplied by the smaller usage rate (14%) times $30 billion.
The larger number uses the largest relative harm (28%) multiplideedgrger usage rate (19%) times $30 billion.

This cost could rise with legalization and lower prices, but the subsequent calculations made in this section are per unit
(per ounce) and do not depend on the size of the market. If the market expankisiéonrare casual users, the

external effect per unit could declirighis estimataloes not take into account the net external benefits of marijuana
consumption. There are few studies that have quantified the social benefits of marijuana productibro(el., t

medicinal or therapeutic methods)

25White House Office of National Drug Control Polish at America’s Users S0(nd on |11 egze
February 2014, dittp://www.whitehouse.gositestlefaultfiles/ondcppolicy-andresearchwausid_results_report.pdf

A detailed explanation of the limitations (such as underreported drug use of survey participants) of each of the data

souces used in the report’s analyses begins on p. 46.

26 Most of the ADAM jurisdictions are medium to large cities within a region. See White House Office of National
Drug Control Policywh at Ameri ca’s User s S201®mathnioahRepolEébriana2014r ugs: 2000
http://www.whitehouse.gositestlefaultfiles/ondcppolicy-andresearchwausid_technical_report.pdf

2T White Houg Office of National Drug Control PolicWh at Amer i ca’s Users S0@nd on |11 egze
February 2014, p. 3, attp://www.whitehous.govkitestlefaultfiles/ondcppolicy-andresearch/
wausid_results_report.pdf

28 These are estimates based on specific assumptions amat Hre same as a range or confidence interval of the
estimated size of the U.S. marijuana market. The estinaaéebased on total consumption, and make no distinction
bet ween underground marijuana consumption anWhitene di c a
House Office of National Drug Control Polic)h at A mer i ca’ s Us agss20082016) rebruasyn | | |
2014, pp. 589, athttp://www.whitehouse.gositestiefaultfiles/ondcppolicy-andresearchwausid_results_repbpdf.

2% Private studies of the marijuana market find both smaller and larger effects. Jeffrey Miron and Katherine Waldock,

The Budgetary Impact of Ending Drug Prohibiti@ato Institute, September 27, 2010ht#p://www.cato.org/
publicationsihite-paperbudgetaryimpactendingdrugprohibition, estimate the market at $13 billion although they

acknowledge theiestimatesaresmall.on Ge t t ma n , “Marijuana PheBulletincof i on in t he
Cannabis ReforrDecember 2006ttp://www.drugscience.orgfchivebcr2MJICropReport_2006.pdfestimates the

quantity rather than market value. At $200 to $300 per ounce, his estimates suggest a market of $106 billion to $158
billion. See also Jon Gettman, “The Supply off Marijuana to

mar i

1
egal D
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DCP estimates of

t he market cited ab
cost 1imply a tax of

0.8% to 5.3% of

Whi fse 2Holwds eONDCP report pr ovramsofe stha rmajtwan a

2010. The nominal price of marijuan
Wl price of marijuana was likely decrt
estimatmarthwdndg hwapr$Tel pbepegrgmam
accounting for differences in qualit

there are anecdotal prices recorded
ith consumers or deaarlcehresr si nh atvhee uusnedde
chniques and newer data sources to e
aprocsof@redwebimnse anesmpmaus,e dvadlatmt
Il transabaiohecatrons, adownitoytbé E
ies. Using data from priceofweed. con
ce, after weighting the* observations
isa snbmeatedfto priceofweed. com are
-qiunadliictayt ematrhiajtu ahniaghc an be obtained i
tate, for $28 per eighth of an ounce
source suggests that consumers woul
ce.

nging from 0.8% to 5.3% of the price
y much bsghodbectthae oOlietheodbtdticon aa
, prices would be lower. These estin
he smaller estimate assumes a 0. 8% t
and a $317 price. Estimates discusse
ul 1y ompetitive market could be as
tive to price.

joint c oanntaa,i ntsh ean htahlef loafr gae sgtr aens toifm
joint. For comparison, the federal
s on alcoholic¢c drinks range from $0.
afnodr a 1.5 ouBFlRushotheoftadxsdenldejdoisi

estimating the market, attp://www.drugscience.orgfchivebcr45Supply.html

30 CRS analysis of data froMatthew Zook, Mark Graham, and Monica Steph&wta Shadows of an Undgnound
Economy: Volunteered Geographic Information and the Economic Geographies of Mariliating Sheep

Working Paper Series (FSWP001), August 30, 2@bbk et al. reported per ounce prices for high, medium, and low
quality of $377.02, $245.14, and38.12, respectively. Observations in each category were 9,955; 5,353; and 1,194,
respectivelyZook et al. removed some pribased entries from the raw data to reduce the risk ofeudgr error. The
data verecollected across 11,860 U.S. cities. ‘Anunce’ is equivalent to 28 grams, as some drug dealers in the
underground economy use the convention of the 28-grame, instead of the precise 28.35 g@mce, for

simplicity. Priceofweed.com does not ask users whether the marijuana was purchasedsthtelicgnsed
dispensaries or through underground transactions Zook et al. also report the distribution of pricesyfcalitygh
marijuana by state. Oregon had the lowest average state price fayuailify marijuana ($256 per ounce) and
Delaware hadhe highest ($450 per ounce).

31 See the story of Ben Jammin, aleng me mar i juana dealer, i dheNewYorkee k Radden Ke
November 18, 2013, &ttp://www.newyorker.coméporting201341/18/131118fa_fact_keefe@drrentPageadl.

2Steven Easton,

“Legalize Marijuana for T®BwomReggvenue, ” Opin-

Business WeeR009, ahttp://www.businessweek.cod@bateroonarchives201003/
legalize_marijuana_for_tax_revenue.html

33 The cigarette tax is $1.01 per pack of 20. For tax rates on alsee@RS Report R4335@Icohol Excise Taxes:
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about the samepack thfe baxr .onStaatseisx (and s ometi

mce

taxes on alcohol and tobacco, and (ohleoyr apdroe saunnda b I
Washingt*dhekavetate taxes are probably already i

marijuana.

Although clearly many uncertainties surround at:t
(as reflected inthdei rhomgmatoiforwstthantaties )availabl
tax compared with current prices.
Discouraging Use, Including Among Yout
An argument can be made for imposing a tax to di
potential contemdmwemau gurhdedarddeshticmats and possible
begin to use the substance. This argument may be
marijuana

Some disagree that marijuana 1is physically addic
recent study found that about Ao tofe mastiydyanfiowsns
that medical marijuana laws in the United States
dependene2y? % yamo5n% adul t*% aged 21 or older.

I nfor ma ttihoen roi s ks of marijuana could be improved
the results of that research. In the case of the
on whether the behavior of uacduMtadtds onwboptdidmal ;i c
theories indicate that as long as conSumers are
Other economists argue that individuals can be e
ma k e -itnicnoen s i st enpr eshorntcetshdm their ffuture selves
An important 1issue in determining a tax that 138
1s that the tax would also reduce 1 nswem€artf the
that benefit must be offset by the reduced incon
joints per day consume a disproportionate share
trend similar to alcohodhase)hawd ¢nt hmatvedrt daot

Current Law and Economic Analyslsy Sean Lowry.

34 Colorado imposes a 15% excise tax on cultivator, a 10% special sales tax, and th@aad#a sales tax.
Washington imposes a tax on 25% at each sale point: from grower to processor, from processor to marketer, and
retail. The grower to processor tax does not apply if the grower and processor are the same.

at

35For the 9% estimate,seeNa onal I nstitute of Dr ug hipbewedrugaliusesgovMa r i j ua n a

publicationsfesearckreportsmarijuanamarijuanaaddictive For an accessible discussion with differing viewpoints

see, Dr. Sanjay Gupta, “ WEGNN August 8, 2043 ditip://wWMw.cnMiomZ013@8h We e d, ”

08healthguptachangeemind-marijjuanay and t he post of Dr. Robert Dupont at

Huffington PostSeptember 12, 2013, kitp://www.huffingtonpost.con201209/04/is-marijuana
addictive_n_1851564.htmi

36 See Hefei Wen, Jason M. Hockenberry, and Janet R. Cumriting£ffect of Medical Marijuana Laws on
Marijuana, Alcohol, and Hard Drug Us&lational Bureau of Economic Research, NBER Working Paper No. 20085,
May 2014, ahttp://www.nber.orgdapersh20085

%7 See GanBeckerandKevinMurphy, “ A Theory o f JurnaliobPoliicdl Ecanérdyiot 96in0.4y ,
1988, pp675700.

38 David Laibson “Golden Eggs and Hyperbolic Discountin@uarterly Journal of Economigsol. 112 no. 2, May
1997, pp443-477. Hyperbolic discounting means that the value of future effects falls shaitijly and then settles
to a slow decline, unlike exponential discounting in which the value falls by the same proportion in every period.
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Government policy is often focused on Ilimiting u

Current, asntaatle gmdrnizjadu i on |l aws disallow purchases:s
with other commodities, youth may still obtain t
elasticity for minors tend to bOe. 4l#a rbgne re. s tOinmea tset u

39 Jonathan Caulkinet al.,Marijuana Legalization: What Everyone Needs to Kif@wford: Oxford UP, 2012)p. 27.
This analysis is based on the 2009 National Survey on Drug Use and Health (NSDUH).

40 Survey evidence suggests that a marijuana tax would be regressive (like most excise taxes), becausenaver

individuals are more likely to be heavier congusof marijuana. See Figure 4.6, Beau Kilmer eBaffore the Grand

Opening: Measuring Washington State’s Marijuana Mar ket in
RAND Corporation, December 2013, p. 36htp://www.rand.orgdubsfesearch_reporiRR466.html

41In a competitive market, where firms do not earn profits above the amount needed to pay capital suppliers, the tax
must be passed on because price must coversifi.cEven in imperfect markets, both theory and empirical evidence

(such as that derived from the alcohol and tobacco markets) indicate the tax is likely to be passed forward. This issue of
the pass through of excise taxes to price and references topirécal literature are presented in in detaiORS

Report R43342The Medical Device Excise Tax: Economic Anajysyslane G. Gravelle and Sean Lowry

2Craig A. Ga IGet¢he MonkeY QfftfOurBack?AdMetan al ysis of I 1 Healthit Drug Deman
Economicsvol. 23 (2014), pp. 568. See alsdltered State? Assessing How Marijuana Legalization in California

Could Influence Marijuana Consumption and Public BudgesND Caporation, 2010, atttp://www.rand.org/
contentlamfandpubsbccasional_papeZd10RAND_OP315.pdfKenneth W. Clements and Mert DaryBhe

Economics bMarijuana ConsumptionEconomic Research Centre, Department of EcononTibe University of

Western Australia, September 1999, p. 4t/ www.drugpolicy.orgdocUploadd¥iari.pdf, and Henry Saffer and

Frank Chaloupka, “Th eEcdhemicdnguiryvdl. 8% nol3l(July X999}, ppDieilil.g s , ~

43 Following legalization, the elasticities of demand for marijuana could increase (become more price sensitive) as
more casual usekscome part of the consumer base. However, it can be expected that the majority of demand will still
be driven by heavy users, who would likely be less responsive to price changes because they may be dependent on
marijuana.

44 Overall welfare could be imeased, depending on the use of the tax revenue.

Congressional Research Service R43785 - VERSION 6 - UPDATED 8



Federal Proposals to Tax Marijuana: An Economic Analysis

0fl. 01 for7 aged#THRel daxes may be more effective

i
youth (assuming these youth are mnot purchasing n
legally produced marijuahantdrouwght hadoremadt ) sec
The policy question then may be howempomlhsofea ta
adult users to limit consumption of youth. (A si
question has no @uan toibfjicacltliev ea ntshvwaetr ,mibguhtt be ¢ on
that the price of marijuana does not fall substa
especially among minors who are more responsive
poteatvedl ofF such a tax.

=

Capturing t

e Current Di fferential Bet

The characteristieosdf analhkda galhmaediarked ,l aw well
di scussed above about youth consumptfadhjinmay sug
precipitously until the consequences of a legal
consequences, a relatively high tax may be retai
After legalization, it 1s es tel nsaitgendi ftihcaatn ttlhye bceocs
more will be produced and the implicit costs of
producers are cur rsecnatlley ocro nifni dnocodr toop esrmmatliloenrs t h a
scale. Workers in &#8hmustlatso beadempénsmatedumar
workers in industries that are not subject to 1 a
or vegetables) Al though a legalized market for
firmsblardeg¢ oaattain market power and charge highert
marijuana compared with generic brands, t he mark
compe.t iltn ve amamketti,t ifie ms earn no praofyi tt oabove t
attract capital msi fwotuH edy ediPd,i coetsh evopfl di t tthe )y e f o
reflect lower production costs.

The difference between the projected cost in a |1
largeliyl redilecproduction) provides a range withi
considered, at least initially The tax should n
taxes) to encourage 1llicit produoffersiing bdhiy
of the price reduction expected from the legaliz
Caulkins (2010) estimates the costs of producing
number of met h*Ass samclwbBlcien@avwi bsns estimates that
copepounfd lgugh ity marijuana would be roughly equ:
per ouf®scedoor mpawmidjuwddodni ofestimated to cost sub
output . However, marijuana cultivated outdoors i
found in plants grown indoors in controlled gr ow
cot sTaibldeo not include processing costs, which a
$35 per pound.

®David Ruggeri, “Marijuana Price ElgtarnatiamalktJeusnal efiirdndsih e Pri ce E

Economics, Management, & Technology (IJTEM/®). 2, no. 3 (June 2013), pp. 2324318.

46 Becaus these firms are prigakers, and are not influential enough to affect prices prevailing in the nizigtesr
profits could signafirms to enterthe industry. As quantitincreasesthe price willdecline. Profits will converge
toward normal levis, and the entry of new firms will cease.

47 Jonathan P. CaulkinEstimated Cost of Production for Legalized CannaRi&ND Corporation, July 2010, at
http://www.rand.orgdubsivorking_papersyWR764.html
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Table 1. Estimate d Production Costs of Legalized Marijuana

Production Method Estimated Cost per Pound

Indoor Production

-Five foot by five foot $225+anikk i nd compensati on
-1,500 square foot residential house $200 to $400
-One acre 50% covered with greenhouses $70 to $215

Outdoor Production

-Commerciaigrade, low estimate $1
-Commerciaigrade, mid estimate $8
-Commercialgrade, high estimate $10
-Highrquality,sinsemiltaquivalent resin $265

Source: Jonathan P. CaulkirBstimated Cost of Production for Legalized GaABIISCorporation, July 2010,
at http://www.rand.orgpubsivorking_paperaVR764.html

Notes: See Caulkins (2010) for details on methdamlgy. Indoor production costs include consumable materials
(e.g., soil, water), lighting, labor, and structure/rent. Outdoor production estimates vary based on estimated
yield, density of plantings, and labor costs. Calculations assume all output is céahigrede, but the THE

levels across all methods of production are not assumed to be equal. Production costs do not include processing
costs, which Caulkins (2010) estimates could add $20 to $35 per pound.

oduc tqnuga lhiitgyh mari juppeatrts goeceohbdbuses 8whe uppe
5 per pound for processing or around $15 per
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“%3teven Easton, “Legalize Marijuana for T,BloomReggenue, ” Opin
Business WeeR009, ahttp://www.businessweek.codebateroonarchives201003/

legalize_marijuana_for_tax_revenue.html

“Brian Hutchinson, dYMeidorailn M@an g da n$ Naflondd RostJabuary ivat i ¢ Chan g e
2014,at http://news.nationalpost.co&01401/17/medicatmarijuanaproductionin-canadasetfor-dramatiecchange/

50 |bid.
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are higther ctobams discussed above but also apparert
mature competitive market

Actual prices can also be observed in Colorado n
Leafly. com. Leafly 1s lai owetbisdart et hamtd Imolbpd eu phros e
shops, medical marijuana dispensaries, and docto
t heir'lLarkeas.he consumer website and application,
restaurants, tsetsoroefs ,i naaned estther Lsciafly provides ¢«
and various strandsmefipmacepuofiapaonduptevadasl ab
According to an examinatiomebyetwkhkd matrhomuesnaf sdho
Denver, a gram of marijuana is priced around §9
be priced around $29 to $40, and?Saommeo wnfcet hcean be
higher prices listed on Leafnleyn ui dpewrhiacdebse t a x p mbu't
of the prices are before or after tax (although
Submissions to priceofweed. com report that mari,]j
national prices hepaoaartedyeat]l $288 wetrhohnge and
per ounce (compared with $377 and $245 reported
still reflect a mix of the i1illicit and legal mar
pur e Ka s

Colorado prices provide some indication of falld:i
close to the cost of production. The prices 1in C
legal market becaudbegtthdeaypsar Besctamulsle itthea feuaegial
not recognize the legality of these operations,
have trouble getting banking assistanc®, includi
These operpotomtsi alfly subject to very large fede
without allowing for deductions because they ren
excise taxes at the federal rate dindc wsasnmi appily a
Append)x ABd marijuana businesses are still subje
from federal authorities.

In as2Qd¢ of the possible effects of legalizatio
Corporation estimate that the pretax retail pric
80%suggesting-$a6b Op rpiecre ooufn c$e4 0 Mi rean amd i Waaltdo cak ,5 Ol
price reduction, based on a comparison of prices
cof fee®Tshhiospsp)r.i ce reduction -$wloul dp esru gogierscde ao 1mp ra e
The Netherlands, homwde vam, iins,t alniclee ofolaodfadd,y 1 e ¢
the Netherlands bdnsgi hpowstonanbehbooknti

51 eafly has reviews of locations wherever recreational or medical marijuana is available (not just Colorado).
52 CRS review of prices listed for various Denbased marijuana shops on Leafgntwas on July 23, 2014.
53 Data for Coloradohttp://www.priceofweed.cormpficesUnited%20State§folorado.htm| visited October 27, 2014.

“See Eric Gorskanks RedamvwdsanRaet oFShBps TIhedévenPostidnei5, Secure Pr a

201 4, and Al ex Altman, “Colorado’”s NeWMEPJne 6,2014. ki ng

55 Beau Kilmer et al.Altered State? Assessing How Marijuana Legalizaio@alifornia Could Influence Marijuana
Consumption and Public Budge®BAND Corporation, 2010, p. 53, lattp://www.rand.orgfontentlamfandpubs/
occasimal_paper2010RAND_OP315.pdf

56 Jeffrey A. Miron and Katherine Waldock, The Budgetary Impact of Ending Drug Prohibition, CATO Institute, 2010,

at http://www.cato.orgdubsivtpapes/DrugProhibitionWP.pdfNote that only retail sales are licensed and taxed in
coffee shops, as production is still illegal.
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Alt hough the range of projected prices in a full
per ounce, st-$3p@&rpouacse osfigg2080® that there coul
rate designed to align legalized marijuana price
For example, if the eventual competitive price i
$250 per ounce, there is scope for taxes up to $
There are several caveats to this point. The fir
tax that will absorb some of tbe Highewentdal T
encourage the illicit market, and one of the adyv
eliminate the i1i1licit market, reducing law enfor
difference 1is wuncer tearivn,n gb unta rlkoewe rciomgl ittai x0 nasn dnaogyb
strategy.

Funding Marijuana Research and Infor me
Some or all of the yield from a marijuana tax co
marijuana, as mnoted,t ehsa sa nbde etnh ea pIpirsotvreidc tb yo f2 3C st ma
the effects of medical marijuana, which would be
doctors, could be > MAundedninrppottbhythhetAmerica
Physicians tmotieodn st hoant mlairmij uana research are cau:
encountered for fededigaladap pgrueaslailatryc tnhaecr iljaucakn ao,f ahni
general classification of ®fheijfepnatasiascS8shedubh
ramgof conditions that marijuana may be benefici
effects of marijuana.

With legalization it would also be more feasible
this report), swdh ves peotperndlistti amn,d dedil th effec
medical users. Revenue could also be used to fin
marijuana use and to discourage consumption by n
Raising Revenue

Hi storical pbyrposespofmexyise taxes in the United
including revenues> @ioga reemetreg etnacxye ss pleanwlei nbge e n us e
spending levels on heaslHbhatahe] nsuchmese Pheg€Ch ml
recenft years.

Given assumptions about price and demand, an exc
way to achieve a certain revenue target. This se
revenue might be r ai saerdi jfuraonnma atno ebxecciosnee tlaexg awe.r eT
5%See Mary Wilson, “In Medical Marijuana Debate, Ar guments
January 29, 2014, attp://www.transforminghealth.orstbries201401/in-medicatmarijuanadebatearguments
returnto-lack-of-research.py and Ryan Jaslow, “Medical Marijuana: More St

L a ¢ k iCBSENewsDecember 13, 2013, http://www.cbsnews.comkwsmedicatmarijuanamore states
legalizingbut-scientificevidencelacking/.

58 American College of PhysicianSupporting Research into the Therapeutic Role of Marguaa08s, at
http://www.acponline.orglcp_policypoliciessupporting_medmarijuana_2008.pdf

59 For general historical context of U.S. excise tax policy GR8 Report R4318%.ederal Excise Taxes: An
Introduction and General Analysjdy Sean Lowry
60 SeeCRS Report R4022®.L. 1113: The Chi |l dren’s Heal th I nsurande Program Re

Evelyne P. Baumrucker, Elicia J. Herz, and Jane G. Graeg#ltdlCRS Report RS2268The Cigarette Tax Increaso
Finance SCHIPby Jane G. Gravelle.
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consequences are quite uncertain given the broad
the market

In addition, casual consumers may enter the mar:i
cons umerrsc hnmasye pmmar i j uana because concerns about

because of a distaste for participating 1in i1lleg
necessarily captured in the existti ngompsumer seltalsa
are determined enough to defy law enforcement to
even setting price aside, could be much larger t
The pace of Il egalizationataendl etvaexla tcioounl do fa Insaor iajfufa
revenue collected from a federal excise tax. I f
set their excise tax rates to roughly equalize t
illicittmami feadeanagl 1awmakers could be more cons
taxes on marijuana without en%ouraging productio

Some analysts have tried to estimate the potent.i
|l elgiazation of marijuana wusing various economic m
taxXddegalization itself would presumably increas:s
income into legal sectors subjesx,t d¢wern nwiotmeqgquts ua
excise tax.)

Miron and Waldock of the Cato Institute estimate
(in 2008 dollars) annually in excise taxes 1f ma
t o con®8Tuhmeeiarkcul ations assume the national market
2008) , a 50% fall in price after legalization, a
estimate $3.3 Dbillion in annual savings in expen
Waldock do not report price and quantity separat
aroun¥f7%55Pper ounce. Miron and Waldock note that
extrapolated from survey dattai, matres .s mAatl [t lbey scaomep
they appear to be assuming a greater response fr
literature review.

A Sample Calculation

Thi s calculation outlines how to estimate revenu

peorunce t ax. It takes i1into account the effects o
income taxes. The results depend on the specific
state and proposed federal taxes.

To estimate rewemmuniecgygiadd ,quantaity are needed. A
value of the market ranged from $30 billion to §
price was estimated at between $200 and $300 per
valafsa $40 billion market and a $250 current pr

61 Assuming that the federal tax rate more than offsets any decline in price due to the effects of legalization.

62 Most models of the potential revenue effects of a federal marijuana tax do not take into adewtial paports and
imports, as marijuana is still largely illegal in most overseas markets. If exports and imports were allowed, the standard
tax treatment would be to tax imports of marijuana and exempt exports.

63 Jeffrey Miron and Katherine Waldockhe Budgetary Impact of Ending Drug ProhibitigDato Institute, September
27, 2010, ahttp://www.cato.orgdublicationsivhite-paperbudgetaryimpactendng-drug-prohibition
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64 SeeCRS Report R4335@Icohol Excise Taxes: Current Law and Economic AnalysisSean Lowryfor data.

65U.S. Congress, Joint Committee on Taxation, Neseme and Payroll Tax Offsets to Changes in Excise Tax
Revenues for 20312023, committee print, 13Cong., ® sess., February 12, 2013, J&xX.3 (Washington: GPO,
2013).

66 Again, this is the gain only from the excise tax, conditional on a legal market, and not from making marijuana legal,
in which income taxes would increase.

67 John WalshQ&A: Legal Marijuana in Colorado and Washingtofhe Brookings Institution, May 22013, at
http://www.brookings.eduésearctgapers201305/21-legatmarijuanacoloradewashington
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From January 2014 to September 2014, Col o
taxes, excise taxes, and retail license f

rado ha
ees on

coelclt ed from medical marij%ana sales taxes and |1
By extrapolating from the actual tax revenue dat
marijuana could be estimatAppefdticedAt€Cenl adjusibng
September 2014 tax data from Colorado to control
estimated that the natiomajusabhescsoundd bas def owe en
billion and $17.0 billion per year (assuming mar
nati o®flatl liys) .di fficult to extrapolate medical mar
population dua ta swmmempltatesdatbut the tax coll e
indicate that medical marijuana consumption coul
The combined medical and recreational marijuana
Uni t eeds Sstuagtgest a market of at least $30 billion
estimates considering that the price should be s
Colorado market is insufficien¢ilty dabved oped, camtd
(either due to lower prices on the 111icit marke
sellers in the black market). However, -consumpt.i
resident sal%stca®bmo known as

The estimates do, however, suggest that the 1ssu
how to enforce any medical exemption that might
Design Issues for a Federal M
Aside fgreaamrtaHe level of the tax, there are a numt

discussed 1n this section.

Choosing the Stage of Production

t o Le

In genenabx¢idse leawitthhaat ¢ airalsi drowsetra pedsmi mfi sppirac
costs and fewer opportunities for tax evasion. I
producers Trying to implementofime®xdise imanmn at

duplicatioandfi pcopeegssest hAs rai srke soufl tt,a xf eedvearsailo ne.
are generally levied on manufacturers and import
68 Calculated from monthly reports at Colorado Pept me nt of Revenue, “Colorado Marijua:i

http://www.colorado.gowsSatelliteRevenueMain/XRM/1251633259746

69 These estimates are based on differeswmptions, and should not be considered as a range or confidence interval
for what the projected national sales tax base of marijuana could be. The lower and higher estimates are based on

different reported usage rates, based on age, from the NSDUH slat@eyl he higher estimate is based on the usage

rates of 185 year olds and the lower estimate is based on the usage rates of those aged 26 and older. Surveys of drug

habits tend to understate actual usage ratesA@eendix C for details.

70 This is not to say that the ratio of medical marijuana users to recreational users is always 1:1. Based on recent tax
data, it appears that the recreational aredical marijuana sales bases (before state taxes are applied) are converging.

SeeAppendix C for tax revenue data from Colorado on retail and g@dnarijuana. Given the lower tax rates on

medical marijuana, those who already have a medical marijuana registration card have little economic incentive to

purchase recreational marijuana.

“For example, some rtetail e mbinatiorowith adhergdodsand sefvices.ePeoductsedse i j ua n a
tend to be more prone to theft at the retail level. In both of these situations, no tax would be paid. See Pat Oglesby,
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Choosing the Excise Tax Base

In general, marijuana can be taxed based
baset haewn advantages and disadvantages,

Weight

e per unit size of cigacd¢bteyveglgygigasy,

on a pe
and mul

tax by weight i1is similar to the federal excise

t ot a d mA n

A

t h

accounting for moisture contewe'twei Ehe ,taxghouhbhdt
the leaves and flowers ar’A pebhgaé¢d onxt wouwdi gl t
be adminis tnarfadtatr itnlgeblansveedl ,weaisg hat rteatxa icloul d cr e
issues for diff@Hewdvdrypeass wdi phro daaculsd encourag
production of more potent marijuana.

Potency

Most phhasadytax propop @amusn caer el HbCa sceodn toemn tt.hel n ¢ o my
wei-phsed t axb,asacdpottaexnccyoul d be more complicated
administer. The 1 argest -baadsmeidn itsatxr aitsi veen shuurridnlge ttho:
mar i j uanac csutrraatien sa nids raecl i abl e . Regulations defin
samples that producers need to submit for testin
Oakland, CA, samples of two grams can be wused to
marijuana. Costs of theS$le2 0 apbe rt essat mp lced, 7 Sabned mausc hl
per test with a bulk discount. If marijuana 1s 1
perform similar services ewliulcle etnhtee rp rtihcee mnoafr kteets,t
competition in testing could encourage the devel
also lead growers to pick a lab thaf® tends to un
Ultimately, 106 meabtdrbefdnédfi dHCtcontent with an
the nature of some marijuana products. Another d
that 1t could encourpgeéeemoremaconsampti dbfi o6hel pub
smoking marijuana outweigh the health costs of ¢
effects of this op°tion might be undesirable.

An alternative potency calculation (dCBWD)d be base
Such a tax bage ocomsludmermsc otude purchase marijuana

“State May Be -BestkMawr i hStafealaxd\dtedune 2, 14, pp. 53%H44.

The “wet” weight of a marijuana harvest is approximately

Estimated Cost of Production for Legalized CannaBi&ND Corporation, July 2010, p. 24, tp://www.rand.org/
contentlamfandpubsivorking_paper2010RAND_WR764.pdf

“For example, a tax on t-infasedbikechgadd could he mare thian atedontiea r ge, THC
final weight of an individual, TH@nfused lozenge, even if both products contained the same amount of THC. See

Jonathan P. Caulkins et al., “Hi gh Tax StQregonbaw Options for
Reviewvol. 91 (2013)pp. 10411068.

“Pat Oglesby, “State-BMay Bva rS tjStetdnlaxwNTtaduneR 2014, ppl 5314.

“Jonathan P. Caulkins et al., “High Tax StQregantaw Opti ons f o

Review vol. 91(2013), pp. 1041068.
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Prd c

A tax could be laedvivea)ll carfe mt hpemeanfagetufters or 71 e
marijuana Ad valorem taxes have sevhkkarmgesadvanta
in price, and (2) can be easily applied to a wid
difficult to quantify in a per unit manner. Both
some form of an ad valoremot ax xomalhhlueasmtrl e rasn da s
the Marijuana Tax Equity Act of 2013, proposes a
main disadvantage of adn raedg uvlaaltoiroenns ttaox sipse ctihfey rte
taxes apply to.

A manufacturers tax (1i.¢e., imposed after the pla
form of administration because there are gener al
retailing. Most federal excise taxes are 1mposed
firear ms) . For vertically integrated firms that
sort of intermediate fatmonsuakeads tod wlheht¢s dlye hy
manufacturers price if no market transaction tak
In contrast, a retail tax regime, resembling a s
markup due to the‘mayfhe t’ofp ofwecwmducwi oh Bmanding or
advantages The price of a product containing ma
number of characteristics®other than its intoxic
Special Considerations

In the case of ahtpeorr wmitte ntcayx) ,( e.hg. ,t aweirgat e can
using some sort of measure of price changes, suc
(CpP1l1) . Most other federal excise taxes are unind
resmdvteg declined in real value over tifte, absent
Given the uncertainty over prices and demand aft
could be incorporated into minjyuamattiad. aSitthoeati zp
could encourage legislators to revisit marijuana
of the mnascent, legalized industry. For example,
be set | ow remionueg ht hteo iulnldieci t mar ket , but then 1in
high enough to |l imit consumption. Alternatively,
Secretary of the Treasury (or a s iimi lcarri toefrfiiac.i al
Ot hOptions

Various methods of taxation could also be combin
could be levied based on price -ToHHC weriogdhutc,t swiotrh e
di fferential ratelb adasore diabbliosu.s DPirfofdaarceamt, i sluct a x
consumption in such a way that i1t could reduce s
But, different tax rates could add complexity an
consumer s

76 For example, appearance or smell might affect prickietl marijuana. For baked edibles, the cost of flour, eggs, or

sugar might affect the price of the final product.

T This is particularly the case with alcohol taxes, which have not been increased since 19%3S Sport R43350,
Alcohol Excise Taxes: Current Law and Economic AnglysisSean Lowry
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By comparison, alcohol is taxed by potency (1i.ce.
per alcohol content |l ower for beer and wine than
unit basis. Cigars areas hhjghctcetid iag,adlthoagdmt

at the mdlnavfealc.turers

Tax Treatment of Existing Plant and Product
The initiation of a federal marijuana tax could
existing stomtks tolfehtmawimjabkaesres. iwoul d have to addr e
marijuana plants and any consumer goods sold 1in
recreational sales. Integrating more pereexisting
could enable producers and retailers to better n
potentially low enough to undercut the i1illegal n
l ocal tax regulations, a nHlo wenwerre,a sseo men iptrieael x ifsetdie
marijuana plants and products might not comply w
that are likely to accompany any federal tax reg
An altermnative option could 1incl ucdhe aa nipalxe alneda dt ht
effective date of the first legalized sales, giv
federal regulations. Although this might help 1e
under ground market, iet mmolutlidp laed dl acyoemrpsl eoxfi ttya xtaot it
some jurisdictions

Colorado nd Washington have taken slightly diff
retail licenses were initially 1ssued to existin
were already grovwimg Wahbingown, pkanrent plants g
outdoors can be converted to legal stocks 1if the
space meets’sakhi 6lihesstate

In general, wthexe s eadrea ailnexaecased, untaxed floor
(sometimes with exemptions for small retail oper
inventories in advance of the effective date of

Restrictions, Exemptlremd mematd Special
Several issues could arise concerning restrictio
federal tax on marijuana. Policy makers could ch
level or allow the stathasngtd omake ht loefi it heewmre li & wsl
di fferential tax treatments, however, woul d make

AgeefRtrictions
S
2

e laws in Colorado and Washington 1i
r oldetrioAgecoebkbdrhave a limiting ef

78 For more information, see the discussion of transition issues and floor stocks @RS Report R4318%ederal
Excise Taxes: An Introduction and General Analyig Sean Lowy

®See Colorado Department of Revenue httpfivRvev.coloiado.gdda/r i j uana Li c.
SatelliteRevMMJ/CBON/1251646187389

80See WashingtoR t at ¢ Li quor Co n t5r002l, hitB:/dektwalgouwhariBahaiags_i602 1
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811n the SAMSHA surveys, these respondents are divided into twbasgl categories: 427 year olds and 185

year olds. According to surveys taken from 2011 to 2012, the national average of marijuana use in the past month was
7.55% for 1217 year olds, and 18.89% for-25 year olds. By comparison, the national average for individuals aged

26 and older was 5596. See Table 3 inttp://www.samhsa.godataNSDUHRk12Statel ables/
NSDUHsaeTOC2012.htnWhole numbers are reported itp://www.samhsa.godataNSDUH/Rk12State/
NSDUHsae201MSDUHsaeStateTabs2012.htm#taBbme researchers have found that survey data on marijuana use
understates actual use, in the ranfj20%-40%, particularly among adolescents and young adults. See Jonathan P.
Caulkins et al.Marijuana Legalization: What Everyone Needs to Krf@xford University Press, 2012), p. 17.

2Eliza Gray, “Ne

w Laws

http://nation.time.con201310/19/newlaws-chartcoursefor-marijuanalegalization/

8See Patrick

Char t TiGieQctoberel9d, 2013, atMa r i j uana

Legaliza:

R a d dThe NeK ¥ofkéNoyemBeBL8,2Q1R, htlp:I/wwil.newyorker.com/

reporting2013A41/18/131118fa_fact_keefedrrentPageall. One small scale study of ungeound cannabis growers in
Norway found that there are several financial and cultural mechanisms that tend to prevent marijuana growers from
growing from smaliscale to largescale operations. Some of these mechanisms would likely not hold in a largely

ur egul ated,

commercialized

mar ket .

Scale Cannabis Growers Stay Small: Five Mechanisms that PreventSSmalll e
International Journal of Drug Policyol. 23 (2012), pp. 45864.

See
Gr ower s

Eirik Hammersvik, S

from Going Lar
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84 Causation between the increase in medical marijuana consumption and decrease in prescription drug overdoses has

yet

t

o be deter mined. See Niraj Chokshi, “Medical Marijuan

August 26, 2014.

85 Among states where marijuana is legal for recreational or medical use,gnomallowance laws vary based on
weight or number of plants. See the National Organization
L a ws http://nortnl.orglaws.

865 ¢ e

87S e e

Washington State Li¢u0QrhttikchwargovharijBanafagsdis02 “ F AQs on 1
Pat Oglesby, < Statewlax NotedariDaryk24, 01T, ppj 2869nAdthodigh more
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sophisticated, indoor plant operations are known to achieve higher yields, the point still stands that a single plant can
typically supply more marijuza than a typical user consumes. Oglesby quotes estimates of annual consumption from
Beau Kilmer et al.Altered State? Assessing How Marijuana Legalization in California Could Influence Marijuana
Consumption and Public BudgeRAND Corporation, 2010, (.8, athttp://www.rand.orgZontentlamfandpubs/
occasional_pape2010RAND_OP315.pdf

Caul kins, et al .ngCé&nbabis: Legsons Dspined by Aralysisofi ons for Le g
California’ s AdBictiengSociety forithe Study ¢f Addiction, 2011.

8Evan Mills,

8Jonathan

% This issueh a

N

been

“The

Car bon Fo otBEnergyRalicywolf 46 (Juyd201@); pp.G@&87n nabi s Pr o d:

covered in some media outlets, such as Matt

Ma r i j u a n HuffiGgton RostJufie 4, 2014, dttp://www.huffingtonpost.con201406/04/ake-countymedicat
marijuana_n_5441027.htmThis diversion could be the result of the high price of illicit marijuana attracting growers to
enter the market, though. One study found that the amount of lanedhieegrow enough marijuana to roughly meet

current demand levels would require a relatively insignificant share of U.S. farmland (<0.01%), assuming economies of
scale using outdoor production techniques. See Jonathan P. Cettingted Cost of Produoh for Legalized

Cannabis RAND Corporation, July 2010, p.25, tatp://www.rand.orgéontentlamfandpubsivorking_paperg010/

RAND_WR764.pdf
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or firear ms 1 n
repealed in 20

The Marijuana TadH. RquiSWWouAdti mpo2O®18n(occupation
per year on each marijuana producer, importer, o
other person engaged in a marijuana enterprise.

stry. Segments of the alcohol tr

TaAdministration, Enforcement,
Regul ations

Hi story suggests that the role of enforcement an
between a sustainable and unsustainable federal
imporofhitboatleg spirits in the United States con
cuts in tariff rates on spirit 1imports were nego
price of legal spirits), amnedd uonrt ials stihgen eDle pmaorrtemetn
agents to work momal emddricd wg ddrciothhglthe late 1930
Today, marijuana enforcement efforts would have
illicit transactions whiutihl td eaa lreerlsa ttihoenys hhiapv eo fp rters
secrecy and product integrity. Additionally, enf
obtain licenses and pay taxenfoWcemoent anmectheasin
commensurateowittly fcadargael, |l egalizing and taxing

under min¢ ertlme viabgl ity of any federal tax base.

Tracking the Production of Legal Mari,j
Some tax ex
illegal alc
alcHowever

erts have noted that marijuana s mugg
hol production because marijuana 18
marijuana 1s more pungent than pack

Collecting a tax closer to the point of productdi
nu mber of taxable entities and 1increase the scal

(e.g., greenhouses compared to joints). If the t
marker or evidence that the  Asawihdhs theccapeai dfwa
tobacco, tax stamps could be used, or seals on p
refilled, so this method is not completely foolop
put on each mpatplkar cyds snidleirl. i Ay 1is the use of dye
are also discussed by Oglesby, such as genetic n
production froth seed to final sale.

Colorado developed s e veyrsatle np.1 alntk st rfaocrk si tnsa reinjfuoarnc
seed "uc isnagl ¢ adio frequency ident i f%Whaetni otnhe( RFI D

91 For more information, se€€RS Report R4335@Icohol Excise Taxes: Current Law and Economic AnalysisSean
Lowry.

92 Tun-Yuan Hu,The Liquor Tax in the United States, 178347(New York, NY: Columbia University Graduate
School of Business, 1950), pp.-96.

BPat Oglesby, “La State TawNoBdarnuariv24r201jl,pp. 2269.
9 |bid.
®For visual examples of the RFID tagging system, see David
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plant 1is harvested, the leaves and buds are give
plsntaut horMadi soamaczeenterprises are required t o«
Colorado Depar’s mdMati pifaRe vEmfier cemenbvbmPuvesion t
system called Marijuana Inventory Tracking Solut
compdmtm traditional forms of enforcement, such a

LabelidMe asmd e ment

Regulations that would standardize weights and p
accompany a marijuana tax r e gciomes.u nSeurc hs aaf erteyg i ammed
accurate dosing. Additionally, the U.S. Depart me
standards on the issues related to I“Tthelsieng and
marketing standartdesd awiet hc uirm dewsttlryy nreegporteisae nt at i v
consumers and prevent competition from domestic
same standards. For example, r ¢igmdiastéitSimwsa ,c oul d d
cert aionf thypesid strands.

Strict Enforcement orfesMerdiStpcdanld aMadrsi j u a1
As previously mentioned, different tax rates 1in
significant arbitrage opporturmriatsice sf offotheaownys wmmen
who stand the most to gain frd&Medivadlinmani jugnaf
dispensaries are typically organized as mnonprofi
will also be 1 mporotfanitn cfoomre ptraoxpeesr icfo ltlheecstei onno n pr
organize as Section 501(c) entities.

Distinguishing Marijuana from Industri
Hemp has no commercial value as a psTyhceh'olale3t i ve d
Congress mad.eS.c hpaomlgiecsi etso rtUe garding industrial he
debate. The Agr iHe wRl. t;R2readlInndocnt] yo fK 2o00mdpdb a(h ¢t hdes a
provti haolndwoaalelrotvai n research institutions and als
to grow industrial hemp, 1f allowed under state
agricult u®Be ciasusleochaetnepd .i s a usefghlt agsiocuht mkalh
would be reasonable to legalize hemp for industr
marijuana 1is legalized for commercial production
For tax purposes, hemp could be disttisngluHG hed fr
quantity. Oglesby notes that proposed legislatio
than % of 1% and less than 1% by weight to disti

Slate June 30, 2014, &ttp://www.slate.contlogsbehold201406/30/
theo_stroomer_a_look_at_medicine_man_one_of_colorado_s_largest_marijuana.html

%Claire Swedberg, “Colorado Re aRFIDdJdaurnapDesemibenls,2@18taMoni t or i ng
http://www.rfidjournal.comérticlestiew?11283

971n the domain of alcohol, for example, Treasury has issued regulations that specify exactly what kind of spirits can be
labeled .a”% S‘ewhi27kyCFR 5. 22.

%Jonathan P. Caulkins et al., “High Tax StQregaontaw Opti ons f o
Review vol. 91 (2013), pp. 1041068.

9 For more information on hemp, SERS Report RL3272%/emp as an Agricultural Commodityy Renée Johnson
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Canada currently allow hemp3 % of HCe bgyr owen gahnd troe qu
distinguish legal hemp from illegal marijuana.
An argument made by Oglesby (and others) is that
reason that hemp 1s illegal-poThisnationtmwoul Hi kwe h
effectiveness ol Ashormai bjusayaqmupahbsintogniends, ohfi gher
marijreagqmare controlled climates isolated from pc
potency.

e

Ef fects of Federal Marijuanarjyaws on
Re gi mes
Some experts have also noted that the decision,

have significant effects on the development of n
marijuana remains li,l Isetgaatle sa twitthhe nfaerdiejruaaln al elveeg a |

on a system of licensing private businesses to g
whi ch -baassetdatmonopoly regulates the sale of mari]j
overrlirgua%PAr sppdmeesn-basefl mbavbpolies see them as
consumptioappeoged se¢trael locations, restricted
based monopolies see them as shypcftotiplepodtowecoof
revenue (a common-ramitiodut e rogPAlmamoiusgshi ottnhse) .di f fer
in the level of revenue extracted from a licensi
be difficult tolpredihet domimwvarenodgl ilgicknsing s
make 1t difficult for lawmakers to roll back suc
whatever reas®ns) in the future.

Concl usion

The uncertainty over manfyf iacsupetcitess o fn marrriijvu annga ad
about the possible effects of a legalized and ta
These uncertainlteagal ii mactliuadre prhiec e osft mari juana (
price), the size ofofheomauhets @adpthecrekpogse
make the projection of revenues for a particular
well as the spillover and health effects of mar:i
di fficubovsiEgehowhto impose the tax is |l imited b
consumer response to potency and price and the ¢

100 For more comparisons on the production of hemp versus marijuar@R§eReport RL3272%jemp as an
Agricultural Commodityby Renée Johnson

101 The reasoning behind this prediction is that state monopolies for marijuana production or distribution cannot occur

while it is still illegal at the federal level because state governmentstdanc® the employees of such hypothetical
operations to engage in the marketing of a drug that 1s 11l
Stuck with Second e s t Ma r i j StatenTax N@tesune 2, 2014, pp. 53314.

102 For moreanalysis of the option for statan monopolies on marijuana production or retail sales, see Pat Oglesby,

“States May Be -Bktsuc kMaw iitj btat&ikax Ndedune 2, 2014, pp. 53%4; and Jonathan

P. Caulkins et :alOptidHisghfoTFaxGlStaat ayg ORegon bawilReviea.om Legal Ca
91 (2013), pp. 1041068.

83 ee Vice, “Mark Kleiman on Regulating Weed: VICE Podcast
33:00, YouTube.
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termsraff siaagepwde¢e ential, it appearasl a¢sdhaits t he ¢t
with alcohol or tobac
sales

limited compared

I n
the case 1if medical marijuana

much more
particularly
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AppendixA.Somaddi t iSeomwdlal Costs an
Benefits of Marijuana

Thescdussion in the text reported some broader 1in
and benefits of marijuana. This appendix discuss

Relationship Bet ween Marijuana and Alcohol C

One opfottehnet i al determinants of social costs of m
between marijuana consumption and alcohol consun
have been well docun¥hnfi erda ri in§ unlcsatidioetimsi bic@ csot huodli,e st. h e
arguably marijuana has some positive spillover e
has fewer social cosPHowdwawar ,alicfohmdr icjomasmanpits oma
alcohol, then arguablpgtmarei spatd ovesukttffechss ome
Researchers have not r ¢%Mahneyd eac ocnoonnsiecn ssutsu doine st htihs
the relationship between mamirjjcana lamsd ictiter osfub
not captarmtdpPhegoul d be measuring spurious relat
who might not be represefi’Matijyeand thseanthonalh
regulated in the United States. The National Ins
resapaoable for policy research, “dbbaess eoetn fquumaodt ek sier
focused on the potential bB%Acdfdiicdiialn arhd dyi, c mlo o ft fua
captures the effects of ¢ ommesrccailacl oafn dCorleocrraedaot ioo
Washington because no other jurisdiction in the
This uncertainty surrounding the relationship be
because it Ilimits the pdabsibniltitylthatewi mdrbaau
external costs to society. For example, marijuan
4 n this repoeflesteEXTaxnalt@oRRts” and the section titled
Co n s u mp CRSReport RA335@Icohol Excise Taxes: Current Law and Economic AnaglysisSean Lowry.

5S¢ee Ruth Weissenborn and David Nutt, “Popular Intoxicants
of Al cohol and C donrnahobRsychopharmacologyoli26, nd 2 (February 2012), pp. 2220;

Gerald Thomas and Chris Dayis “ Cannabi s, Tobacco and Al cohol Use in Canad:

Cost s t oVisiBns vol. & mnoy4, (2009), p. 11; and Wayne Hall, Robin Room, and Susan Be@tymparative
Appraisal of the Health and Psychological Consequences of Ald@annabis, Nicotine and Opiate Us&/orld

Health Organization (WHO) Project on Health Implications of Cannabis Use, August 1995, at
http://www.druglibrary.orgchafferhempgeneralho-index.htm For a comparison of the social costs of alcohol and
tobacco se#Villard G. Manning et al.The Costs of Poor Health Habif€ambridge, MA: Harvard University Press,
1991)

106 For a summary of some of these studies, most of which analyze trends in youth consumption, see Table 15 in
Kenneth W. Clements and Mert Dary@he Economics of Marijuana Consumpti&@tonomic Research Centre,
Department of EconomicsThe University of Véstern Australia, September 1999, p. 4htigt://www.drugpolicy.org/
docUploadd¥ari.pdf. For a study on the effects of U.S. medical marijuana laws (MMLSs) on alcohol consumption, see
Hefei Wen, Jason M. Hockenberry, and Janet R. Cummifigs,Effect of Medical Marijuana Laws on Marijuana,
Alcohol, and Hard Drug UseNational Bureau of Economic Reseach, NBER Working Paper No. 20085, May 2014, at
http://www.nber.orgdapersk20085 Wen et al. find that among those aged 21 and oM#fiL_s increased the

frequency of binge drinking by%6-9%, but MMLs did not affect drinking behavior among those202ears old.

107 For a more detailed discussion bétgeneral shortcomings of this body of research, see Jonathan P. Caulkins et al.,
Marijuana Legalization: What Everyone Needs to Krf@wford University Press, 2012), pp. 1335.

Gardiner Harris, “Researchers Fj NewY6kTimeglanuafy 18M0XD,i cal Mar i j
at http://www.nytimes.con201001/19healthpolicy/19marijuana.html
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or savings on society, even 1 f marijuana ¢
ol duey tloartghe exetleartnavle lc o'®Itmi toifa tail weosh oalt ctohe
s in Colorado and Washington could provide
stand the effects of broader legalization p

Polydrug Use

In addit ilonc,ostthse osfocmaar i juana legalization could

bet ween the consumption of marij uan & oalnydd routgher i

us’e®Studies indicate that marijuana hnaes, ac rlaocwke,r r

or h¥’Some. claim thgatmwa’yjoddmgtiheraillicit drug

data, about 10% of infrequent marijuana user in
i

] s
whereas thea’mmrtie] faomrad @Muasyesr spe(r2 Imont h) is sl ightly
25 %

Driving Under the Influence

Current research on the effects of marijuana use
and technological shortcomings. chsntnrootleldedearlier
experiments to measure the effects of marijuana
ability to t¥@tckendriesamgr dlhmres .have studied the
has been linked tAmoagmalc odhroilvidorgi gfsat anlairtiijewsa.na i
frequently detected substance in the general dri
i n cstiHsohwee ver , this i1is mnot the same as saying th:
use andttarlafifiies .f Studies using data fr’sm actual
bl ood, urine, or saliva for alcohol and metabolii
consumption of various types of drmglsogy nicd uding
currently limited in its ability to detect the 1
words of “iotnei ss tpuodsys,i bl e for a driver to test pos
one week after wusenonlahlucsoh olhiec pdrewgsl e.n.c.e sohfoul d

109 Most researchers argue that alcohol excise tax rates &@mstthe economically efficient level to compensate for
social costs. One estimate finds the combined federal, state, and local taxes between 25 cents and 27 cents (in 2011
dollars) per ounce of pure alcohol compared with the external cost of 97 ceatmpeSeeCRS Report R43350,

Alcohol Excise Taxes: Current Law and Economic AnglysisSean Lowry

110 Caulkins et al. (2012), pp. 131832.Also see Hefei Wen, Jason M. Hockenbead Janet R. CummingBhe Effect
of Medical Marijuana Laws on Marijuana, Alcohol, and Hard Drug |MNational Bureau of Economic Reseach,
NBER Working Paper No. 20085, May 2014h#p://www.nber.orgdapersi20085 Wen et al. find thatiMLs had

no discernible impact on lédrug use in either youth or adults in U.S. states that legalized marijuana for medical
purposes.

111 See Figure 4.7 in Beau Kilmer et &gfore the Grand Opening: Measuring Washingt St at e’ s Mari juana M:
in the Last Year Before Legalized Commercial S&#8\ND Corporation, December 2013, p. 37, at
http://www.rand.orgdubsfesearch_reporifRR466.html

12Giovanni Battistella et al., “Weed or Wheel! fMRI, Behavi

Smoking Affects Ski IPLaS ONEvol.8sne. 4 (2613);fandiRebBeca LvHaniman dhd Marilyn
A. Huestis, s“Coamn nDrbiivdliniEaf Qiferistry vibls59,ho. 3 (December 2012), pp. 458.

BGuohua Li, Joanne E. Brady, and Qi xuan Ch-€atrol “Drug Use an
S t u dAgcident Analysis and Preventiorol. 60 (2013), pp. 28210. For data analysis, see Joanne E. Brady and
Guohua Li, “Prevalence of Al coho lAddictiod voD108, aoc 1 (Jamuarg s i n Fat al

2013),pp. 104 1 4; and Amel i a M. -Rehated TraffieRisk Behaviarsmo h gu Cotl d mge St udent s
Drug and Alcohol Dependenceol. 118, no. 23 (November 2011), pp. 36&L2.
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l e a

s u g'%Seesvti sg ntyh aatn de s t i n
and f
lea tmiaor mbsp ivwenrs F'fSeomee psri soners caught traffi
ave also possessed marijuana, but these i

the U. S. Sentenami F20ddmiwesgicoms,end b
son for a™phé muayt omideoasict yedbhtekes
hieskl algaadgg offenses, 28.4% of the se
e dhriugghleastte & H¥lB ded guummolinegls § gal i zation o
not affect federal -telmatedl tahaegdy.
ow federal | etgatlhiez aftuitounr eo ff endaerriajlu apnra

In state and local jails ,fidfrtuhg ovfi oilnactairocnesr aatcicoonusn
marijomama violations account PAacdrdisng htam tIHN&s ©

Wyoanne E. Brady and Guohua Li, “Trends in Alcohol and Oth

United States, 1999 0 1 Amefican Journabf Epidemiologyvol. 179, no. 6 (2014), pp. 69D9.

115 Jeffrey A. Miron,The Budgetary Implications of Marijuana Prohibitidvarijuana Policy Project, June 2005, at
http://www.prohibitioncost®rgimironreport/

s

WFor specific critiques of Miron’s study, see Jonathan P.

Ge n e r a Marijudnd Legalization: What Everyone Needs to Krf@wford: Oxford University Press, 2012), pp.
129-130.

WEric¢ L. Sevigny and Jonathan P. Caulkins, “Kingpins
Feder al and Criminelagy and®Rubilic Rolicwal. 3, no. 3 (July 2004), pp. 40M4. Other convictions
that involved marijuaa possession and another offense (e.g., robbery) could still result in prison time.

118 See Figure A in U.S. Sentencing Commissk1.3 Sourcebook of Federal Sentencing Statjstics
http://www.ussc.govésearckandpublicationsannualreportssourcebook®0135ourcebook2013 andCRS Report
R42937,The Federal Prison PopulatidBuildup: Overview, Policy Changes, Issues, and OptibpdNathan James.

119 According to Department of Justice data, nearly 99%eatenced drug offendesisesent to federal prison for

trafficking offensesFor analysis of the most recent data, SBSReport R42937The Federal Prison Population

Buildup: Overview, Policy Changes, Issues, and OptibpdNathan James.

120 See Figure A in U.S. Sentencing Commissifi.3 Sourcebook ¢federal Sentencing Statistics
http://www.ussc.govésearckandpublicationsannualreportssourcebook&0135ourcebook2013

121 Another factor that could affect federal prison populations is any changes to federal sentencing guidelines for drug
trafficking. For more information, s€eRS Report WSLG814,ower DrugTrafficking Penalties, Sentencing

Commission Proposgeby Charles Doyle.

22y onathan P. Caulkins et al., “What aMaduanahegaliZatoms a nd
What Everyone Needs to Kn¢@xford: Oxford University Press, 2012)p. 129130.
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estimates, legalizing marijyand scowlkd kaéand .t & e 2%
legalization would likely not affect state and 1
mari jreama ed charges, and would not affect futur:«
jurisdictions that do not choose to legalize it

These benefits, large or small, would be related
regulations are so large or onerous that they en
of these gains would be 1ost

MarijRehated Coliemege,V and Corruption

[a—

ty of costs associated with the

The majori
s and opiates, not marijuana. Thi

r bl a
stimul ant s 1s b
typically more thmnjmanajerahandplanytamke place 1n
(such as friends and family) where there is 1ess
transactions take place o%tdoors among strangers

123 Caulkins et al. (2012), p. 131.
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AppendixB.Current Treatment of th
of Ezxspenfor MaediajteadnaBusi nesse

Marijuana producers and retailers may mnot deduct

rent , and advertising) f or®Thhee Ipnutrepronsacls Roefv etnhuee
(IRC) Sectsohnhh3a380E state

No deduction or credit shall be allowed for any amount paid or incurred during the taxable
year in carrying on any trade or business if such trade or business (or the activities which
comprise such trade or business) consists of trafficking imaltat substances (within the
meaning of schedule | and Il of the Controlled Substances Act) which is prohibited by
Federal law or the law of any State in which such trade or business is conducted.
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124 For more legal analysis, S€RS Report WSLG110Federal Taxation of Marijuana Sellerby Erika K. Lunder

%Katy Steismeam, PSChPis pe TIME Felpruaiy 1% 2054, httpy/tinfie RBNB 764/
medicatmarijuanalegalizationpot-christiarcannacarelanete-davies/

26« Medical Marijuana Dispensary Ta ke WashingtodPRsFebouarg23, What It
2014, atttp://www.washingtonpost.comdliticsimedicatmarijuanadispensantakeson-irs-overwhatit-calls
punitive-taxes?201402/23/25fa64589cd311e3ad71e03637a299c0_story.html

27With 35% being the top, marginal tax bracket for corporations and 39.6% being the top, marginal tax bracket for
individuals under the federal income tax code.

128 Colorado imposes a sales tax of 10% and an excise tax of 15% on retail marijuana sald@®nrt@ddjeneral

2.9% state sales tax and any local sales taxes. See State
Filing Over vi3k 2014, ahtipd/ v £alosadoydemsformsidor-tax/
RetailMarijuanaReturnFilingOverviewJan2014.ptfie state of Washington, which will allow recreational marijuana

sales later in 2014, will impose an excise tax of 25% on the satesgbnnarijuana within an established, state

distribution system.
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prohibition agai#rmdtatald cwixngrbewsiitmsme sor deduction:
connection with trafficking in controlled substa
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AppendixC. Tec hni cal Calculations

of
Dat a

An
t a
t o
Ad
t h

Fo
ca
re
S a
w h
y i
ag
Fo
t a
ma

T eeATt AT AT o
O — 0 ®» TS50 0 - S

O o XK
- — = 0o = O - o o
oo v o & ~ o+ —0owm
o B g
- =+ =+ o 0
ﬂmmm»—h@s

Qoo —0o —=
—c 0 X 0y @
oo D =y o
o — X

L

O‘_’b'_‘B
o o~—0 —

w

+ 0o o =
-

=
-

oo

o
o B A o T ¢ B B i D o B ¢

~ v o ™
m\_/@ »—ﬂ.mm.—ug )
500
o~

Mo r~rpo<oo
(]'a‘e—»
o &
8 o

o o
Y e I L
—_

O pm 0 v == =0 0 T =R K
o

- e
-+ o o
_—. e
o =
=5 —

NMaropalhna f Foxm Kaodeor ado

f the total sales volume of a mnatio
ion data from Colorado or Washington.
d because |licensmes sfear amer ¢ emrdd dhige t 1 o
y, 1t is wunknown i1if the underground n
emfS edt attores.

rposes of this report, the most recent

i ma tse mwafr itjhuea nsat attaex base (dollar amount

tax base can be calculated using ta
the 2.9% general sealtehse ttaoxt a(lwhtiacxh bp
e is equal to*Bexaosekbleathond dhweid
ly different tax bases, the two cal
bass.e for recreational sale
h

e, the Colorado Department of Revenue
t8adn d$ 2t.h% m2i.191% osmales tax -moeHleated $88
i n®'(Bseipnt g¢ mbheer meltlMovdball dgyf emblo t @, ttaki $ a
ns of $29. 4 mi I®Avoenr aagnidn g$ 3t0Oh.e6s emitlwloi onnu,
n estimate of $30.0 million in recreat
2014.

raonm t Gheelno rbaed e xct rapolated for each stat

o r**T$hleSs.e4 ebsitlilmiaotne sp esrd ayheda rh.s s ubj e c
ax revenue in Colorado has been ge
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1291t is more difficult to calculate the state tax base using collections data from 15% retail medical tax because this tax
is calculated on statget average prices for various categorfemarijuana.

130The exact figure is $2,940,346.

BiColorado
colorademarijuanatax-data

Department of Re ve n uhttps://wive.colorado.gopacifickévenue/j wana Tax D

132 The exact calculations result in tax base calculations of $29,403,460 and $30,583,276, respectively.

133 The exact calculation is $29,993,368.

134The lower and higher estimates are based on different reported usage rates, basedoom thgeNBDUH survey

data. The higher estimate is based on the usage rate2bfyEar olds and the lower estimate is based on the usage
rates of 26+ year olds. Surveys of drug habits tend to understate actual usage rates. These estimates are based on
different assumptions, and they should not be considered as a range or confidence interval for what the projected
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A similar process can be used to calculate the n
there 1s only one tax 1evitehd ®&n 9mfie dgiecnaelr arha rsiajl wasn
on September 2014 data, medical m&¥Firjomana sales
January to September 2014, mont hly medical marij
approximately $31 mi FNYR2Od3ahnen8fisagmiTihuhieod 0,1 2013
legalization of recreational marijuana, state sa
Department of Revenue imply an annual #2dical ma
I't 1s t oo ewhreltyh etro tchoen colpuednei ng of the recreation.
the demand for medical marijuana in Colorado.

However, it is difficult to extrapolate medical
population becausemeofs tHahikebimpil cert a2l Idya,t at hien meod i ¢ a |
patient data-sebuattdibavbiassebf some individuals
relocate to states permitting medical marijuana
allevimteomndeti on. sBdaxdcodll Ecltoomdo dat a, medica
consumption could double marijuana consumption t
marijuana regulations wergea lmwmraet itoing h tulcymdesn fdeerci eed
card could purchase marijuana for recreational p
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national sales tax base of marijuana could be.
135This calculation is based on $886,915 collected In September 2014 from the 2.9% general SdesQalorado

Department of
marijuanatax-data

Revenue, < Chtps:bwww. cdoloraddgopdcifichevemuetoldrada Dat a, ” a't

136 Calculations based on $9.1 million in reported tax collections during FY2013. See Colorado Department of

Revenue, “Colorado Medical Marijuana Dispensaries,

1 3, Hhttp:Hwww.colorado.gows/Satellite2=Document_C&hildpagenameRevenue
Main%2FDocument_C%2FXRMAddLink&id=1251647950747fagenamexRMWrapper

¥"Medical marijuana patient data is available at

http://www.mpp.orgétateshedicatmarijuare-patient.html Some states do not disclose their number of medical
marijuana patients, doctors, or caregivers.
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